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PREFACE 


The Annual Report on Debt Capital and External Finance Approvals is intended to provide the Regents with an 
overview of the University’s debt capital program. This document serves as a background piece that addresses 
questions related to the University’s overall debt capital structure, the University’s financial strength as viewed 
by the capital markets, and the outlook for future financing flexibility. 


At the July 16, 2009 Meeting of the Committee on Governance, The Schedule of Reports to The Regents was 
amended to incorporate The Report on External Finance Approvals into this report. As such, this report also 
includes a summary of external finance approvals for the 2019 calendar year. 


The Annual Report on Debt Capital and External Finance Approvals contains the following information: 


) Overview of the University’s outstanding indebtedness, 
) Summary of debt issuance over the past calendar year, 
e Update on the University’s credit ratings, and 

° Summary of external finance approvals. 
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MUNICIPAL MARKET OVERVIEW 


Despite ongoing volatility, 2019 proved to be a strong year for both the U.S. equity and fixed income markets. The 
S&P 500 advanced more than 28%, while muted inflation expectations, geopolitical risks related to trade policy 
and Brexit, and the Fed’s adoption of a more accommodative monetary policy supported a sharp U.S. bond rally, 
driving yields lower and prices higher. The municipal bond market was further bolstered by robust demand, driven 
largely by record-breaking net inflows to municipal bond funds. Similar to 2018, new-issue supply was light at the 
start of 2019, before rebounding sharply in the second half of the year as interest rates continued to drop. 


Taxable and tax-exempt yields decreased on the year, particularly at the long-end of the curve; from their 
November 2018 peaks, the 30-year U.S. Treasury (UST) and “AAA” MMD High Grade Index (MMD) yields declined 
about 110 and 135 basis points, respectively, to close 2019 at 2.39% and 2.09%. Long-term yields set new all-time 
lows in late August (30YR UST: 1.94%; 30YR MMD: 1.83%), surpassing levels reached in mid-2016 following the 
Brexit referendum. 


Despite generally resilient labor market conditions, persistently low inflation and global headwinds prompted the 
Federal Reserve in March to downgrade its growth outlook through 2020 and to forecast no further hikes to its 
federal funds target range in 2019. Subsequently, the Fed cut its policy rate by 25 basis points at three consecutive 
policy meetings, to 1.50-1.75%, citing a pronounced slowing of several foreign economies, a preference for 
insurance against geopolitical risks as well as concerns over below-target inflation. At its December meeting, the 
central bank indicated that further rate cuts or hikes are unlikely through 2020 but for a meaningful change in the 
outlook for the economy. 


Overall, both the taxable and tax-exempt yield curves moved lower in 2019. Although the upward pressure on 
short-term rates dissipated following the Fed’s shift from gradual rate hikes in 2018 to cuts in 2019, the flatness 
of the Treasury curve remained pronounced throughout the year. The spread between the three-month and 10- 
year UST yields inverted for the first time since 2007, to as much as 52 basis points in August. While the MMD 
curve remained more anchored on the short end, record low yields from nine through 30 years allowed the curve 
to flatten further in 2019. 


Municipal new-issue supply totaled about $425 billion in 2019, up 22% year-over-year. Issuance gained pace 
particularly during the second half of the year as long-term yields hit record lows. Notably, taxable municipal 
issuance was up 170% year-over-year, supported by low Treasury yields and tight credit spreads, as well as issuers’ 
inability to execute tax-exempt advance refundings following tax-reform in 2017. Negotiated higher education 
volume totaled approximately $24 billion in 2019, up 65% from a relatively muted 2018. Notably, higher 
education institutions accounted for six of the seven century bonds issued in 2019, as the spread between 30- and 
100- year taxable debt compressed to historically tight levels. 


Importantly, the uptick in supply was comfortably absorbed by investors. Municipal bond funds, the primary 
buyers of tax-exempt bonds, recorded 51 weeks of consecutive net inflows, bringing 2019 net inflows to more 
than $90 billion, compared to $1.3 billion in net outflows in 2018. 


Together, historically low rates, an accommodative central bank policy, and favorable supply and demand 
dynamics provided very favorable market conditions for municipal market issuers in 2019, giving them a unique 
opportunity to efficiently achieve their capital financing objectives. 
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UNIVERSITY OF CALIFORNIA DEBT OVERVIEW 


As of December 31, 2019, the University had approximately $19.7 billion of debt outstanding in its core credits 
(General Revenue Bond, Limited Project Revenue Bond, and Medical Center Pooled Revenue Bond) and 82 billion 
in authorized commercial paper (CP). These amounts are almost identical to December 31, 2018, when the 
University also had approximately $19.7 billion of debt outstanding in its core credits and $2 billion in authorized 
commercial paper. 


As of December 31, 2019, the weighted average cost of capital of the outstanding debt for the University’s core 
credits was 3.90% and the average life was 20.8 years. This compares to December 31, 2018, when the weighted 
average cost of capital of the outstanding debt for the core credits was also 3.90% and the average life was 21.5 
years. 


Across the core credits, the University’s average annual debt service through FY 20587 was $847.0 million. 


Annual Debt Service 
FY 2020-2058* 


$1600 M 
$1400 M 
$1200 M 
$1000 M 


$800 M 


S600 M 
$200 M 
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2020 2023 2026 2029 2032 2035 2038 2041 2044 2047 2050 2053 2056 
*As of 12/31/2019 lm Annual Debt Service ==—=Average 


1 See Footnote on Debt, page 18. 

? Average annual debt service excludes debt service after FY 2058. Debt service beyond FY 2058 reflects interest payments 
on the 2012 AD ($860 million outstanding) and 2015 AQ ($500 million outstanding), which have final maturities of 2112 and 
2115, respectively. 
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DEBT BY CREDIT TYPE 


The University continues to optimize debt 
issuance by using the differentiated credit 
structure. The University generally issues 
debt under one of three different credit 
types- General Revenue Bond (GRB), 
Medical Center Pooled Revenue Bond 
(MCPRB), and Limited Project Revenue 
Bond (LPRB). Auxiliary projects are 
financed using the LPRB credit, while the 
FTS credit is selectively used (based on 
internal guidelines) for student housing 
projects under the President’s student 
housing initiative. This strategy helps to 
preserve the GRB credit for academic and 
mission-critical projects. 


CORE CREDITS 


General Revenue Bonds ($12.1 billion 
outstanding). The GRB credit serves as the 
University's primary borrowing vehicle and 
is utilized to finance projects that are 
integral to the University's core mission of 
teaching, research, and public service. The 
GRB credit is secured by the University's 
broadest revenue pledge. Pledged 
revenues for FY 2018-19 were $17.8 
billion. As of December 31, 2019, the 
weighted average cost of capital of the 
outstanding GRB debt was 3.93% and the 
average life was 24.0 years. 


Limited Project Revenue Bonds ($4.9 
billion). The LPRB credit, established in 
2004, is used to finance primarily auxiliary 
services such as student housing or 
parking. Pledged revenues for FY 2018-19 
were $1.5 billion. The LPRB credit provides 


UC Debt by Credit 
nl (S Billions) 


General Limited Medical Financing Other Third 
Revenue Project Center Pooled Trust Party Debt 
Bonds Revenue Revenue Structure 
Bonds Bonds 


Core Credit Debt Outstanding 
(S Billions) 


MCPRB [yZ:) 
$2.8 B 


the University's bondholders with a subordinated pledge of gross revenues derived only from facilities financed 
under the structure. This credit was created to conserve debt capacity in the GRB credit for mission-based projects. 
As of December 31, 2019, the weighted average cost of capital of the outstanding LPRB debt was 3.71% and the 


average life was 15.0 years. 


Medical Center Pooled Revenue Bonds (82.7 billion). The MCPRB credit serves as the primary financing vehicle 
for the medical centers. The Bonds are secured by gross revenues of the five medical centers. Pledged revenues 
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for FY 2018-19 were $13.4 billion. As of December 31, 2019, the weighted average cost of capital of the 
outstanding MCPRB debt was 4.07% and the average life was 17.0 years. 


ADDITIONAL DEBT OUTSTANDING 


Financing Trust Structure ($1.3 billion). The University has approximately $1.3 billion of outstanding third-party 
housing debt. The Financing Trust Structure (FTS) credit includes debt issued by a third-party for a project in which 
the University has an economic interest. The bonds are secured by the revenues of the financed projects. 


Currently the projects in the FTS are housing projects at the Irvine, Riverside, and Davis campuses. These projects 
include California Statewide Communities Development Authority Student Housing Revenue Bonds Series 2011, 
2016 and 2017 (Irvine Student Housing); California Municipal Finance Authority (CMFA) Student Housing Revenue 
Bonds Series 2018 (UCR Dundee-Glasgow Student Housing Project); CMFA Student Housing Revenue Bonds Series 
2018 (Davis West Village Student Housing Project); and CMFA Student Housing Revenue Bonds Series 2019 (UCR 
North District Phase | Student Housing Project). 


Other Third Party Debt ($429.3 million). Currently, the University has approximately $429.3 million outstanding 
through the California Infrastructure and Economic Development Bank (CIEDB), which financed the costs of a 
Neurosciences Building at the San Francisco campus (issued in 2010), a research facility for the Sanford 
Consortium for Regenerative Medicine at the San Diego campus (issued in 2010), and a Department of Psychiatry 
Youth and Family Center (2130 Third Street) at the San Francisco campus (issued in 2017). For the bonds related 
to the Neurosciences Building and 2130 Third Street, the University is required to make base rent payments 
through a capital lease that equal the debt service on those bonds. For bonds related to the Sanford Consortium 
project, the University is required to make any debt service shortfall on those bonds through a debt service 
payment agreement. In addition, the University has other third party, non-recourse debt for housing projects. 


Commercial Paper. The University's commercial paper program has an authorized amount of $2.0 billion. The 
program is a combination of both taxable and tax-exempt commercial paper, is used for a variety of purposes, 
primarily to provide interim funding for approved projects, which will ultimately be funded using long-term 
financing. Commercial paper may also be used for other purposes, such as working capital. In calendar year 2019, 
the daily average amount of CP outstanding was $572.6 million. Total CP outstanding at the end of calendar year 
2019 was $704 million, of which $465 million was tax-exempt and $239 million was taxable. 
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DEBT STRUCTURE 


The University has strategically used a variety of financing vehicles, including tax-exempt and taxable debt, century 
bonds, put bonds, and fixed and variable rate debt to optimize the debt portfolio and maintain a low cost of 
capital. 


For each bond issue, the University evaluates projects to determine the appropriate mix of tax-exempt and taxable 
debt. Relative to tax-exempt bonds, taxable bonds provide the University more flexibility with regard to use. The 
University has also taken advantage of market conditions to issue long-dated taxable debt. Currently, the 
University has $1,360 million of century bonds outstanding in the GRB credit. 


In addition, the University strategically uses short-term financing to diversify the debt portfolio. Variable rate debt 
can provide attractive financing rates in the short-term, but with less certainty in the longer term compared to 
fixed rate debt. 


UC Core Credits by Tax Status and Mode 


Put Bonds = 
= Core Credits 


Core Credits 
Variable Rate Bo. 


by Tax Status 5% by Mode? 
Commercial ~ 


3% 


Tax-Exempt 
58% 


INTEREST RATE SWAPS 


The University has hedged the majority of outstanding variable rate debt with interest rate swaps in order to 
reduce interest rate risk.? At the time of the variable rate bond issuances, the University entered into the interest 
rate swaps agreements under which the University pays a fixed rate to and receives a floating rate from a 
counterparty. Initially, the floating rate for the University’s interest swaps were based on LIBOR. However, 
following the July 2017 announcement that LIBOR would be discontinued after 2021, the University has taken 
steps to mitigate its LIBOR exposure. 


In March 2019, the University amended and restated the existing Swap Confirmations for the GRB 2013 AL bonds 
(S600 million notional amount). A $100 million portion of this series is hedged through a swap with Wells Fargo. 
In the initial agreement with Wells Fargo, the University received 70% of 1 Month LIBOR. The amendment 
stipulates that effective April 1, 2019, the University receives 70% of the Federal Funds Index plus a spread. The 
termination date for the swap is October 2023. 


3 All variable rate debt has been swapped to fixed rate, except GRB Series Z-1 and Z-2 ($150 million) and a portion of 
MCPRB Series K ($5.55 MM unhedged); does not include CP and bank lines of credit. 
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The remainder of 2013 AL series was hedged through swaps with Bank of New York (BNY) under two agreements 
($100 million and $400 million). The amended agreements for both portions stipulate that effective April 1, 2019, 
the floating rate converted from 70% of LIBOR to 70% of the Federal Funds rate, plus a spread. The termination 
dates for both swaps are October 2023. 


In March 2019, the University also entered into forward swaps to hedge the 2013 AL Bonds ($100 million with 
Wells Fargo and $500 million with BNY), effective from November 2023 to March 2039 and November 2023 to 
June 2039, respectively. The Wells Fargo forward swap establishes a floating rate of 70% of the Federal Funds 
Rate with no spread and a fixed rate of 1.899%. The BNY forward swap stipulates a floating rate of 70% of the 
Federal Funds index rate with no spread and a fixed rate of 1.9817%. 
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2019 DEBT ISSUANCE 


In 2019, the University issued $653 million of GRB debt to finance various projects across the campuses and to 
refinance existing debt. In addition, $175 million of debt was issued under the Financing Trust Structure to finance 
a student housing project on the Riverside campus. 


Dated Date Series Name Par Amount ($000s) Use of Proceeds 
March 19, 2019 GRB 2019 Series BB, BC, and BD $653,060 New Money 
Refinancing 
July 17, 2019 Riverside North District Phase | $175,065 New Maney 


Student Housing Project 


General Revenue Bonds BB, BC, and BD. In March, the University issued $653 million in GRB Series BB, BC and 
BD. The issuance provided approximately $170 million in new money proceeds to finance projects across six 
campuses, including $91 million for projects supported by State appropriations. Approximately $500 million in 
proceeds from Series BD were utilized for working capital purposes and to refinance $286.5 million of 2013 Series 
AH bonds on their maturity date of July 1, 2019. 


UC Riverside North District Phase | (Financing Trust Structure). In July, approximately $175 million of bonds were 
issued through a conduit issuer (California Municipal Finance Authority) to fund Riverside’s North District Student 
Housing Project. This project will produce a 1,500 bed student housing facility, and is anticipated to open in Fall 
2021. The bonds are secured by project revenues. 
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CREDIT RATINGS 


The credit ratings of the University’s bonds directly impact the cost of funding: the higher the credit rating, the 
lower the cost of borrowing, and vice versa. Generally, the credit ratings of major public research universities are 
a function of several factors, including operating performance; the amount of debt outstanding; asset base, 
including endowment and liquidity; state support; student demand; and debt structure and security features. 
University governance, such as the quality of leadership and management and debt policies and procedures, is 
also a critical rating criteria. 


The University’s GRB credit is rated Aa2/AA/AA and the LPRB and MCPRB credits are rated Aa3/AA-/AA- by 
Moody’s, S&P, and Fitch, respectively. The outlooks on the credits from all three rating agencies are stable. Please 
see Appendix A for the University’s the current underlying ratings of the University’s various credits and an 
overview of credit ratings definitions. 


The University’s credit ratings were most recently reaffirmed by the rating agencies in reports for the University’s 
General Revenue Bond 2019 BB, BC, BD bond issuance. In its February 28, 2019 report, S&P cites the University’s 
“impressive market position”, the favorable financial performance of the medical centers, and the high demand 
for its programs. In its March 1, 2019 analysis, Moody’s noted the University’s “excellent strategic positioning”, in 
particular the globally recognized academic and research programs and the comprehensive governance of its 
financial activities. Offsetting the rating, in both S&P and Moody’s opinions, is the University’s ongoing need for 
additional capital and the financial burden of retirement plan expenses and liabilities. Please see Appendices B, C, 


and D to reference the S&P, Moody’s, and Fitch rating reports. 
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DEBT CAPACITY 


The University’s Debt Policy continues to guide the University’s external financing and to provide the strategic 
framework for issuing additional debt. The Debt Policy requires the University to maintain GRB credit ratings in 
the “AA” category in order to ensure the University maintains ready access to the debt capital markets at attractive 
levels. In addition, the policy provides a framework for the campuses and medical centers as they evaluate capital 
projects. In order to receive approval for externally financed capital projects, the Debt Policy requires certain 
metrics to be met by the campuses and medical centers. They are also held accountable for the debt service and 
compliance related to their individual projects. 


Debt capacity refers to the amount of incremental debt an institution can issue at a given rating level. It speaks to 
both source of payment and source of credit: the institution’s ability to service the debt from identified revenue 
sources and the broader financial health of the institution and the security package offered to bondholders. In 
assessing financial strength, the rating agencies and capital markets focus on certain balance sheet, income 
statement, and cash flow metrics. Based on the Debt Policy requirements to maintain the GRB credit rating in the 
“AA” category, the University estimates debt capacity, utilizing its credit spectrum, to be in the $6 to $8 billion 
range over the next five years. This estimate assumes continued growth in operations and asset base in line with 
recent years, and takes into account amortization of existing debt, which will regenerate capacity. Actual capacity 
will vary depending on a variety of factors, including future State support, project type, and continued use of the 
tiered credit strategy. Importantly, future capacity is also contingent on maintaining financial equilibrium. 
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Appendix A: University Credit Ratings and Definitions 


The University’s Ratings/Outlooks: Moody’s S&P Fitch 
General Revenue Bonds Aa2/Stable AA/Stable AA/Stable 
Limited Project Revenue Bonds Aa3/Stable AA-/Stable AA-/Stable 
Medical Center Pooled Rev Bonds Aa3/Stable AA-/Stable AA-/Stable 
Commercial Paper P-1 A-1+ F-1+ 
FTS and Other Third Party Debt: Moody’s S&P Fitch 
UCR North District Phase | Baa3/Stable NR NR 

UCI East Campus Apartments (FTS) Baa1/Stable NR NR 
UCR Dundee-Glasgow Baa3/Stable NR NR 
UCD West Village Baa3/Stable NR NR 
CIEDB UCSF Neurosciences Aa3/Stable AA/Stable NR 
CIEDB UCSD Sanford Consortium Aa2/Stable AA/Stable NR 
CIEDB UCSF 2130 Third Street Aa3/Stable AA/Stable NR 


Ratings are as of March 2019; NR = Not Rated 
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AD: 


Credit Rating Definitions 


Moody’s S&P Fitch Description 
ae Pree oe aie Bonds rated in this category are judged to be the 
Aaa AAA AAA . : 
highest quality. 
“Ra qi” “RA+” “A+” 


Bonds in the Aa/AA rating category are judged to be 

“nao” upp” upp” of high quality and Stanger: Together with the AAA 

category, bonds rated in the Aa/AA category are 
generally known as high grade bonds. 


“a3” “RA-” “RA-” 
“AL” “M+” “M+” 
“ng” up up Bonds rated in the A/A category are considered 
upper medium grade obligations. 
“B3” “p-” “pD-” 
“Baal” “BBB+” “BBB+” 
Bonds rated in the Baa/BBB category are considered 
“Baa2” “BBB” “BBB” medium grade obligations. They are neither highly 
protected nor poorly secured. 
“Baa3” “BBB-” “BBB-” 
“B9” to “C” “BB” to “C” “BB” to “C” Bonds rated in these categories are non-investment 


grade/speculative. 
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Appendix B: Credit Opinion: S&P Global 
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S&P Global 
Ratings 


RatingsDirect’ 


University of California Board of 
Regents; Auxiliary - System; CP; 
Lease; Public Coll/ Univ - Limited 
Student Fees; Public Coll/Univ - 
Unlimited Student Fees 


Primary Credit Analyst: 
Mary Ellen E Wriedt, San Francisco (1) 415-371-5027; maryellen.wriedt@spglobal.com 


Secondary Contact: 
Laura A Kuffler-Macdonald, New York (1) 212-438-2519; laura.kufflermacdonald@spglobal.com 
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Credit Profile 


US$500.0 mil gen rev bnds taxable fixed rate notes ser 2019BD due 05/15/2029 
Long Term Rating AA/Stable New 


US$119.0 mil gen rev bnds ser 2019 BB due 05/15/2049 
Long Term Rating AA/Stable New 


US$35.015 mil gen rev bnds ser 2019BC due 05/15/2049 
Long Term Rating AA/Stable New 
University of California Brd of Regents (University of California) ltd proj rev bnds ser 2005B 
Long Term Rating AA-/Stable Affirmed 


Univ of California Brd of Regents comm pap nts series A and B dtd 11/01/2011 
Short Term Rating A-1+ Affirmed 


Rationale 


S&P Global Ratings assigned its 'AA' long-term rating to the University of California (UC) Board of Regents' $119 
million 2019 series BB (tax-exempt) general revenue bonds, $35 million 2019 series BC (taxable) general revenue 


bonds, and $500 million 2019 series BD (taxable) general revenue bonds. In addition, S&P Global Ratings affirmed its: 


« 'AA' and 'AA-' long-term ratings and underlying ratings (SPURs) on the regents' various revenue debt outstanding, 
and 


¢ 'A-1+' short-term rating on the regents' commercial paper (CP) note program, which is authorized up to §2 billion. 


The outlook, where applicable, is stable. 


The 'AA' ratings reflect the general creditworthiness of the University of California System. We assessed the UC's 
enterprise profile as extremely strong, anchored by the impressive market position and demand for its programs, and 
supported by a broad economic base and experienced leadership team. We assessed the system's financial profile as 
strong, characterized by adequate financial resource ratios, and significant debt with additional capital and debt needs. 
The combination of these factors leads to an indicative stand-alone credit profile of 'aa-'. As our criteria indicate, the 
final rating can be within one notch of the indicative credit level. In our opinion, the 'AA' ratings on the system's 
general revenue bonds better reflect the depth and breadth of the system's operations compared with medians and 
with those of peers. Given the system's significant capital and debt plans over the next several years, it is our opinion 


that steady improvement in financial resources will be necessary to absorb additional debt in the capital plan at the 
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current ratings. 
The 'AA' ratings on the system's general revenue debt reflect our opinion of the system's: 


« Very strong and growing demand at all 10 campuses; 

¢ Self-supporting nature and the strong financial performance of the medical centers and hospitals; 

¢ High level of sponsored research, continued increases in private gift funding, and other educational activities; 
¢ Value of the general endowment pool (GEP), which was $12.3 billion as of Sept. 30, 2018; and 


« Strong management team with a successful history of weathering multiple business and state funding cycles. 


Offsetting the above factors is our view of the challenges currently facing the UC system, including: 


¢ Additional capital needs; 


¢ Continued, though declining, pressures related to other postemployment benefit (OPEB) and retirement plan 
expenses and liabilities due to active management of the same; 


¢ Historically varied operating performance; and 


« Adequate financial resource ratios for the rating category, once adjusted for OPEB and pension liabilities. 


The 2019 series BB and BC general revenue bonds will provide approximately $115 million in project funding, $56 
million in CP reimbursement, and $4 million in capitalized interest. The 2019 series BD general revenue bonds will 
provide $287 million to refund the 2013 series AH and $213 million in working capital. We expect pro forma debt to be 
approximately $22.9 billion after these issuances. While the system has significant additional capital plans, which will 
require the issuance of debt, the timing and details of such debt remain uncertain and, as such, are not incorporated 


into our current analysis. 


Chartered in 1868, the University of California system currently operates 10 campuses (Berkeley; Davis; Irvine; Los 
Angeles, or UCLA; Merced; Riverside; San Diego; Santa Barbara; Santa Cruz; and San Francisco) and provides 
instruction to approximately 264,000 full-time-equivalent (FTE) undergraduate and graduate students throughout the 


state. 


Outlook 


The stable outlook reflects our expectation that, during the next two years, the system will maintain or improve its 
already impressive enterprise profile, produce break-even operating results on a full-accrual basis, and maintain its 
financial resources relative to operations and debt in line with the ratings. We also anticipate the issuance of additional 
debt in line with the system's capital improvement plan, and we will assess the impact of future additional debt on the 


ratings at the time of issuance. 


Downside scenario 
We could consider a negative rating action if the UC experiences persistent operating losses on a full-accrual basis and 


issues additional debt that materially weakens the system's debt burden and financial resource metrics. 


WWW.STANDARDANDPOORS.COM/RATINGSDIRECT FEBRUARY 28, 2019 3 


University of California Board of Regents; Auxiliary - System; CP; Lease; Public Coll/Univ - Limited Student Fees; 
Public Coll/Univ - Unlimited Student Fees 


Upside scenario 
We believe a positive rating action during the outlook period would be unlikely, given the system's debt and capital 


plans, combined with its current financial operating performance and financial resource measures. 


Enterprise Profile 


Industry risk 

Industry risk addresses the higher education sector's overall cyclicality and competitive risk and growth by applying 
various stress scenarios and evaluating barriers to entry, levels and trends of profitability, substitution risk, and growth 
trends observed in the industry. We believe the higher education sector represents a low credit risk when compared 


with other industries and sectors. 


Economic fundamentals 
In our view, the university system has good geographic diversity. The system draws a large number of students on a 
nominal basis both nationally and internationally for its wide variety of programs; however, 77% of students are from 


California. Therefore, our assessment of UC's economic fundamentals is anchored by the California GDP per capita. 


Market position and demand 

The system continues to experience strong demand for its programs. Enrollment continues to grow, and for the 
2017-2018 academic year (the most recent data available), the university system had FTE enrollment of approximately 
264,000 students, approximately 78% of whom are undergraduate students. In fall 2017, 7,100 undergraduate FTE 
were added in the system, and enrollment is expected to continue to expand; approximately 83% of all undergraduate 
students are California residents. Students may apply to more than one campus, and acceptance rates have 
traditionally varied from a highly selective 16% at UCLA and 17% UC Berkeley for fall 2017 to 69% at UC Merced, the 
UC system's newest campus. System tuition and fees remain moderate, in our view, at about $12,570 for an in-state 
undergraduate student for 2018-2019 (excluding campus-specific fees); tuition in 2018-2019 was slightly lower (-0.5%) 


than in the previous year. 


The system's fundraising efforts are decentralized, with campuses conducting their own capital campaigns and 
development projects. The success and history of fundraising varies by campus, though in general UC is a very strong 
fundraiser. All campuses are currently engaged in fundraising campaigns, and recently have raised over $2 billion 


annually. 


Management and governance 

The system is governed by a 26-member board of regents, 18 of whom are appointed by the governor and approved 
by a majority vote of the state senate. Effective September 2013, Janet Napolitano (the former secretary of Homeland 
Security) became the president of the university. In 2014, the regents approved Nathan Brostrom as executive vice 
president and chief financial officer and Jagdeep Singh Bachher as chief investment officer, vice president of 
investments. The university's office of UC Health provides systemwide leadership and strategic direction to the 
medical centers and other components of UC Health. UC Health is led by John D. Stobo, MD, who reports directly to 
the president, as the system's executive vice president for UC Health. Each of the five medical centers has its own CEO 


who is subject to the oversight of the chancellor, office of the president, and regents. 
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We understand that the university continues to employ a variety of initiatives to identify efficiencies and reduce costs. 
In addition, the university is exploring options to assure the long-term quality and viability of the system's 
postemployment benefits. A debt strategy task force was formulated to address the system's significant capital needs 
and ways to fund them, which we view favorably. Systems integration and administrative efficiencies are evaluated by 
the system's management, which, in our opinion, is a credit strength. We note that, overall, UC is sophisticated in its 
financial operations, including debt and capital management, budgeting and forecasts, and centralizing expenses, 


which has helped maintain rating stability through the economic volatility of the past few years. 


Financial Profile 


Financial management polices 

The system maintains formal policies for endowment, investments, and debt, which we view as a best practice. Cash 
and liquidity is managed centrally through the short-term investment pool (STIP) and the total return investment pool 
(TRIP). The system meets standard annual disclosure requirements and budgets, monitors, and benchmarks its 
strategic and capital plans on a multiyear basis. The financial policies assessment is neutral, reflecting our opinion that, 
while there may be some areas of risk, the organization's overall financial policies are not likely to negatively affect its 
future ability to pay debt service. Our analysis of financial policies includes a review of the organization's financial 
reporting and disclosure, investment allocation and liquidity, debt profile, contingent liabilities, and legal structure and 


a comparison of these policies with those of comparable providers. 


University operations 

Operating performance on a full-accrual basis, when adjusted for noncash retiree health benefit expense accrual and 
unrealized gains/losses, was the strongest it has been since fiscal 2010, with a surplus of $1.4 billion or a margin of 
3.8%, and showed impressive growth over previous years. In fiscal 2017, operating performance was basically break 
even on a full-accrual basis, with a small surplus of $219.4 million. Fiscal 2016 operating performance was negative $1 
billion, primarily due to growth in pension expenses and in salaries and wages. We note operating performance may be 
somewhat understated for the portion of the annual endowment draw captured in "net appreciation in fair value of 
investments" as we exclude investment gains and losses from our calculation of operations. However, we believe this 
differential is minimal as it is our opinion that the bulk of the endowment draw is already captured elsewhere in system 


operating revenues. 
Revenue diversity for fiscal 2018 includes: 


* 32.5% health care operations, 
¢ 21.6% student tuition/auxiliaries/fees, 
« 14.5% grants and contracts, and 


* 9.1% state appropriations. 


The university has a sizable health care presence in the state: It operates five academic medical centers, which 
collectively have over 3,900 licensed beds and generated more than $12 billion of medical center revenues, net of 


allowances in fiscal 2018. The medical centers are located in distinct markets that have varying market dynamics. As a 
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result, strategies are often tailored differently by market. While this is the case, management indicates that the local 
strategies still must support the overall system's strategic direction. Systemwide strategies include initiatives designed 
to evolve the system with the dynamic health care delivery environment, in areas including population health 
management, leveraging information technology, and changing reimbursement and care delivery models. In 
anticipation of continued industry headwinds, management is continuing to pursue initiatives to lower costs over the 


next several years. The areas of focus vary, but include an emphasis on leveraging the system's scale. 


While state appropriations have been variable historically, they have been increasing since fiscal 2012. In May 2015, 
the regents and the governor agreed to a long-term funding framework that included annual increases in UC's base 
budget through fiscal 2019 and additional one-time funds in exchange for no tuition increases in fiscals 2016 and 2017, 
with tuition increases tied to inflation thereafter. State appropriations to the UC system for fiscal 2018 were $3.374 
billion, a slight increase from fiscal 2017's state appropriations of $3.370 billion, which in turn was an increase from 
$3.163 billion in fiscal 2016. State funds allocated to the system total $3.724 billion for the 2018-2019 budget, which 
includes a 3% base budget adjustment. The governor's budget proposal for 2019-2020 includes an increase for the 


system, with a proposed allocation of $3.87 billion. 


Since it restarted annual employer and employee contributions to its pension plan in April 2010, the system has taken 
a number of steps to address its pension and retiree health obligations, including introducing new employee UC 
retirement plan (UCRP) tiers in 2013 and 2016, transferring approximately $4.7 billion (from a combination of internal 
STIP funds in fiscals 2011, 2015, 2016, 2017, 2018, and 2019, as well as external financing in fiscals 2012 and 2013) to 
pay a portion of the unfunded liability, and increasing contribution rates. Additionally, strong investment returns have 
also helped grow the plan's assets over time. As of June 30, 2018, the university reported a net pension liability of $9.8 
billion, a decrease from $10.7 billion as of June 30, 2017; the decrease was primarily driven by a higher-than-expected 
investment return of 7.80% as compared with the investment return assumption of 7.25%. For fiscal 2018, the 
employer and employee contribution rates to UCRP were 14% and 8%, respectively, and the campus and medical 
center portion of the UCRP funded ratio on an actuarial value of assets basis as of July 1, 2018, was a good 85.2%. The 
system has also implemented a new retirement program for employees hired on or after July 1, 2016, that includes a 
modified salary cap for its defined benefit plan and a new defined contribution plan option, among other features. We 


consider the progress management has made in funding the system to be a credit positive. 


Along with those of other public universities, S&P Global Ratings will continue to monitor the system's sizable 
unfunded pension and retiree health liabilities as well as its effort to address them, and we have adjusted our 
calculation of unrestricted net assets (UNA) and annual operating performance to exclude the effects of the related 


liability and noncash contribution. 


Table 1 


University of California Board of Regents: Operating Performance Adjustments 


2018 2017 2016 2015 2014 2013 2012 2011 2010 

Income before other 1,383,921 779,963 (2,984,631) (270,767) 872,080 (1,494,334) (2,245,412) (39,730) (885,158) 
changes in net assets 

- unrealized gains 889,534 1,721,243 (473,308) 543,712 1,827,628 727,016 (154,828) 1,082,277 771,152 

Subtotal 494,387 (941,280) (2,511,323) (814,479) (955,548) (2,221,350) (2,090,584) (1,122,007) (1,656,310) 
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Table 1 


University of California Board of Regents: Operating Performance Adjustments (cont.) 


2018 2017 2016 2015 2014 2013 2012 2011 2010 
+ non-cash expense 857,026 1,160,732 1,481,405 924,019 836,557 2,292,004 1,514,425 1,679,909 2,891,386 
accrual 
Estimated operating 1,351,413 219,452 (1,029,918) 109,540 (118,991) 70,654 (576,159) 557,902 1,235,076 
performance 
+ depreciation 2,027,341 1,909,870 1,804,046 1,661,033 1,709,672 1,555,254 1,477,281 1,404,837 1,267,134 
Estimated cash basis 3,378,754 2,129,322 774,128 1,770,573 1,590,681 1,625,908 901,122 1,962,739 2,502,210 
operations 


Available resources 

Unadjusted UNA for the system are significantly negative, largely a result of pension and OPEB liabilities on the 
balance sheet. However, when adjusted for UNA of the foundation, debt service reserves, and pension and OPEB 
liabilities, available resources as measured by adjusted UNA are positive and adequate for the 'AA' category, in our 
view, at 33.2% of fiscal 2018 adjusted operating expenses and 56.2% of pro forma debt. Cash and investments at June 


30, 2018, are adequate for the rating, in our view, at 77.1% of operating expenses and 121.9% of pro forma debt. 


The bulk of the system's investments are held within one of four pools: the STIP, the TRIP, the GEP, and the UCRP. 
The STIP and the TRIP are used as investment pools for the system's operating funds and, along with $700 million 
hybrid lines, are pledged toward the self-liquidity coverage of the university CP and other variable-rate debt programs. 
Assets for all four funds have grown significantly over the past decade, and as of Sept. 30, 2018, balances included: 

¢ $13.0 billion in STIP 

¢ $9.3 billion in TRIP, 

¢ $12.3 billion in GEP and 

* $67.7 billion in UCRP. 


STIP includes certain internal receivables as well as funds held on behalf of TRIP GEP UCRP, and UC Retirement 


Savings Program. 


Debt and contingent liabilities 
The university system's debt strategy and structure includes the issuance and refinancing of debt under one of five 


programs rated by S&P Global Ratings (amounts outstanding as of Feb. 28, 2019): 


¢ General revenue bonds: Currently rated 'AA' with $11.9 billion outstanding. General revenue bonds utilize the 
broadest pledge and are rated on par with the university issuer credit rating. 


¢ Medical center pooled revenue bonds: Currently rated 'AA-', with $2.7 billion outstanding. The rating is based on a 
lien on revenues of the university's five medical centers. S&P Global Ratings views the combined pledge of gross 
medical center revenues as a pledge of a strong auxiliary system of the university. 


¢ Limited project revenue bonds: Currently rated 'AA-' with $5.0 billion outstanding. The limited project revenue 
bonds are rated one notch below the system's general revenue bonds due to the more narrow pledge of revenues 
(gross revenues for the specified projects). 
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¢ CP: Currently rated 'A-1+' with $2 billion authorized and approximately $553.8 million outstanding. The university's 
STIP, TRIP and $700 million hybrid lines provide liquidity support for the CP (and variable-rate demand bonds). As 
of Sept. 30, 2018, the STIP held $13.0 billion in investments. 


In addition to utilizing a variety of security pledges, the system maintains a variety of rates, maturities, structures, and 
hedges to diversify its debt portfolio, including variable-rate debt, floating-to-fixed rate swaps, and century bonds, 
among other strategies. In addition to funding various capital projects throughout the system, bonds have been issued 


for working capital and to partly fund the pension plan. 


Following the issuance of the series 2019 general revenue bonds, pro forma debt for the system (including 
off-balance-sheet debt, bank loans, and capital leases) is $22.7 billion. Pro forma maximum annual debt service for all 
revenue bonds issued by the UC system (but not including CP or the Build America Bond subsidy--and assuming 
amortizing principal) will be approximately $1.47 billion, or 4.1% of fiscal 2018 adjusted operating expenses, which we 


consider moderate but manageable. 


The university has approximately $2.4 billion in approved external financing including the series 2019 bonds. 
Additionally, capital plans include a housing initiative through a public-private partnership with private developers at 
various campuses. S&P Global Ratings will evaluate the impact of the additional debt on the system's credit quality at 
the time of issuance. The final details and impact of the various future projects on the system's credit remain to be 


seen and have not yet been incorporated into this analysis. 


Most university employees participate in the University of California Retirement System (UCRS), which consists of the 
University of California Retirement plan, a defined benefit plan; the University of California Retirement Savings 
Program, a defined contribution plan; the University of California Voluntary Early Retirement Incentive Program, a 
defined benefit plan; and the Children's Hospital & Research Center at Oakland plan, a defined benefit plan. 
Administration authority for the UCRS plans is vested with the president of the university as plan administrator. We 
understand that the overall pension funded status is 85.2%, which we consider good. Pension and OPEB expense 


relative to adjusted operating expense in fiscal 2018 was 8.6%, which we view as manageable at this time. 


As of fiscal 2018, the system had nine interest rate swaps with a total notional amount of $838.9 million related to 
various medical center pooled revenue bonds and general revenue bonds; the fair value of the swaps as of June 30, 
2018, was negative $54.8 million. The system has collateral posting requirements for five of the swaps if its ratings fall 
below 'A'. S&P Global Ratings believes the swaps represent low to moderate risk at this time due to the ratings on the 


counterparties and to the moderate economic viability during stressful economic cycles. 
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Table 2 


University of California Board of Regents 


Enterprise And Financial Statistics 


Medians for 'AA' rated 
Public Colleges & 


--Fiscal year ended June 30-- Universities 

2019 2018 2017 2016 2015 2017 
Enrollment and demand 
Headcount NA. 279,000 270,100 257,400 246,600 MNR 
Full-time equivalent NA. 263,900 254,700 243,700 238,200 34,653 
Freshman acceptance rate 59.5 61.0 63.2 57.7 59.9 66.0 
(%) 
Freshman matriculation rate NA. 43.9 44.8 45.5 46.6 MNR 
(%) 
Undergraduates as a % of NA. 77.7 77.8 77.4 79.1 79.2 
total enrollment (%) 
Freshman retention (%) NA. 94.0 93.0 93.0 93.0 86.0 
Graduation rates (six years) NA. 85.0 85.0 85.0 84.0 MNR 
(%) 
Income statement 
Adjusted operating revenue N.A. 37,166,859 34,703,169 32,551,124 30,119,948 MNR 
($000s) 
Adjusted operating expense NA. 35,815,446 34,483,717 33,581,042 30,010,408 MNR 
($000s) 
Net adjusted operating NA. 1,351,413 219,452 (1,029,918) 109,540 MNR 
income ($000s) 
Net adjusted operating NA. 3.77 0.64 (3.07) 0.37 1.22 
margin (%) 
Estimated operating gain/loss N.A. 3,378,754 2,129,322 774,128 1,770,573 MNR 
before depreciation ($000s) 
Change in unrestricted net NA. 430,588 (106,312) (10,206,093) (381,058) MNR 
assets (UNA; $000s) 
State operating appropriations NA. 3,386,119 3,277,808 3,048,384 2,791,882 MNR 
($000s) 
State appropriations to NA. 9.1 9.4 9.4 9.3 19.5 
revenue (%) 
Student dependence (%) NA. 21.6 21.3 21.3 172 42.4 
Health care operations NA. 32.5 32.4 31.4 29.8 MNR 
dependence (%) 
Research dependence (%) NA. 14.5 14.8 15.3 16.2 MNR 
Endowment and investment NA. 1.1 0.9 1.0 1.0 1.4 
income dependence (%) 
Debt 
Outstanding debt ($000s) NA. 22,185,965 19,482,411 19,069,473 17,871,185 798,089 
Proposed debt ($000s) NA. 746,893 NA. NA. NA. MNR 
Total pro forma debt ($000s) NA. 22,932,858 NA. NA. NA. MNR 
Pro forma MADS NA. 1,473,505 NA. NA. NA. MNR 
Current debt service burden NA. 3.55 3.62 3.96 4.04 MNR 
(%) 
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Table 2 
University of California Board of Regents (cont.) 
Enterprise And Financial Statistics 


Medians for 'AA' rated 
Public Colleges & 


--Fiscal year ended June 30-- Universities 

2019 2018 2017 2016 2015 2017 
Current MADS burden (%) NA. 4.06 3.65 3.37 3.59 3.51 
Pro forma MADS burden (%) NA. 4.11 NA. NA. N.A. MNR 
Financial resource ratios 
Endowment market value NA. 11,404,900 9,837,900 8,367,764 8,024,822 858,805 
($000s) 
Related foundation market NA. 9,803,392 8,602,157 5,996,184 6,118,942 564,320 
value ($000s) 
Cash and investments ($000s) NA. 27,618,520 24,681,732 22,475,332 22,424,803 MNR 
UNA ($000s) NA. (18,866,204) (19,296,792) (19,190,480) (8,984,387) MNR 
Adjusted UNA ($000s) NA. 11,878,231 11,537,721 11,093,530 11,486,230 MNR 
Cash and investments to NA. ca eal 71.6 66.9 74.7 58.2 
operations (%) 
Cash and investments to debt NA. 123.9 126.7 117.9 125.5 167.8 
(%) 
Cash and investments to pro NA. 121.9 NA. NA. NA. MNR 
forma debt (%) 
Adjusted UNA to operations NA. 33.2 33.5 33.0 38.3 34.3 
(%) 
Adjusted UNA plus debt NA. 57.2 60.7 60.6 68.9 100.5 
service reserve to debt (%) 
Adjusted UNA plus debt NA. 56.2 NA. NA. NA. MNR 
service reserve to pro forma 
debt (%) 
Average age of plant (years) NA. 12.7 12.5 12.4 12.4 13.1 
OPEB liability to total NA. 27.5 29.1 15.2 17.9 MNR 


liabilities (%) 


N.A.--Not available. MNR--Median not reported. MADS--Maximum annual debt service. Total adjusted operating revenue = unrestricted revenue 
less realized and unrealized gains/losses and financial aid. Total adjusted operating expense = unrestricted expense plus financial aid expense. 
Net operating margin = 100*(net adjusted operating income/adjusted operating expense). Student dependence = 100*(gross tuition revenue + 
auxiliary revenue) / adjusted operating revenue. Current debt service burden = 100*(current debt service expense/adjusted operating expenses). 
Current MADS burden = 100*(maximum annual debt service expense/adjusted operating expenses). Cash and investments = cash + short-term 
and long-term investments. Adjusted UNA = Unrestricted net assets + unrestricted net assets of the foundation. Average age of plant = 
accumulated depreciation/depreciation and amortization expense. 


Ratings Detail (As Of February 28, 2019) 


University of California Brd of Regents gen rev 
Long Term Rating AA/Stable Affirmed 


University of California Brd of Regents gen rev bnds 
Long Term Rating AA/Stable Affirmed 


University of California Brd of Regents gen rev bnds 
Long Term Rating AA/Stable Affirmed 
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Ratings Detail (As Of February 28, 2019) (cont.) 


University of California Brd of Regents gen rev bnds 
Long Term Rating AA/Stable Affirmed 


University of California Brd of Regents gen rev bnds 

Long Term Rating AA/Stable Affirmed 
University of California Brd of Regents gen rev bnds 

Long Term Rating AA/Stable Affirmed 
University of California Brd of Regents gen rev bnds 

Long Term Rating AA/Stable Affirmed 
University of California Brd of Regents gen rev bnds ser 2017AY due 05/15/2041 

Long Term Rating AA/Stable Affirmed 
University of California Brd of Regents gen rev bnds (The Regents Of The University Of California) 

Long Term Rating AA/Stable Affirmed 
University of California Brd of Regents gen VRDB (taxable) 

Long Term Rating AA/A-1+/Stable Affirmed 
University of California Brd of Regents ltd proj rev & rfdg bnds 

Long Term Rating AA-/Stable Affirmed 
University of California Brd of Regents medical ctr pooled Rev Bnds ser L due 05/15/2047 

Long Term Rating AA-/Stable Affirmed 
University of California Brd of Regents med ctr pooled rev bnds 

Long Term Rating AA-/Stable Affirmed 
University of California Brd of Regents med ctr pooled rev bnds 

Long Term Rating AA-/A-1+ Affirmed 


University of California Brd of Regents med ctr pooled rev bnds ser 2007A dtd 01/30/2007 due 05/15/2012-2028 2031 2037 
2047 


Unenhanced Rating AA-(SPUR)/Stable Affirmed 
University of California Brd of Regents med ctr pooled rev bnds (Taxable) ser 2016M due 05/15/2046 

Long Term Rating AA-/Stable Affirmed 
University of California Brd of Regents PCU_LSF 

Long Term Rating AA-/Stable Affirmed 
University of California Brd of Regents PCU_LSF 

Long Term Rating AA-/Stable Affirmed 


University of California Brd of Regents PCU_USF 
Long Term Rating AA/A-1+/Stable Affirmed 


University of California Brd of Regents PCU_USF 
Long Term Rating AA/Stable Affirmed 


University of California Brd of Regents PCU_USF 
Long Term Rating AA/Stable Affirmed 


University of California Brd of Regents PCU_USF 
Long Term Rating AA/Stable Affirmed 
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Ratings Detail (As Of February 28, 2019) (cont.) 


University of California Brd of Regents PCU_USF 
Long Term Rating AA/Stable Affirmed 


University of California Brd of Regents PCU_USF 
Long Term Rating AA/Stable Affirmed 


University of California Brd of Regents PCU_USF 
Long Term Rating AA/Stable Affirmed 


University of California Brd of Regents (AGM) 
Unenhanced Rating AA-(SPUR)/Stable Affirmed 
Medical Center Pooled Revenue Bonds (series 2007B) 


Long Term Rating AA-/Stable Affirmed 


Medical Center Pooled Revenue Bonds (series 2007 C-1, C-2) 
Unenhanced Rating AA-(SPUR)/Stable Affirmed 


Medical Center Pooled Revenue Bonds (series 2008D, 2009E, 2009F) 
Long Term Rating AA-/Stable Affirmed 


University of California Brd of Regents 


Unenhanced Rating AA(SPUR)/Stable Affirmed 


University of California Brd of Regents gen rev ser 2005G,H,I 
Unenhanced Rating AA(SPUR)/Stable Affirmed 


University of California Brd of Regents gen rev (ser 2005G wrap of insured) 


Unenhanced Rating AA(SPUR)/Stable Affirmed 


University of California Brd of Regents various gen rev bnds (uninsured) 


Long Term Rating AA/Stable Affirmed 


University of California Brd of Regents gen rev bnds (FSA) 
Unenhanced Rating AA(SPUR)/Stable Affirmed 


University of California Brd of Regents various gen rev bds 


Unenhanced Rating AA(SPUR)/Stable Affirmed 


University of California Brd of Regents (University of California) ser 2010 S&T 
Long Term Rating AA/Stable Affirmed 


University of California Brd of Regents (Univ of California) gen rev bnd ser 20090P 
Long Term Rating AA/Stable Affirmed 


California Infrastructure & Econ Dev Bnk, California 

University of California Brd of Regents, California 

California Infrastructure & Econ Dev Bnk (University of California Board of Regents) (Sanford Consortium Project) 
Long Term Rating AA/Stable Affirmed 
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Ratings Detail (As Of February 28, 2019) (cont.) 
California Infrastructure & Econ Dev Bnk (University of California Brd of Regents) rev bnds ser 2017 due 05/15/2047 
Long Term Rating AA/Stable Affirmed 


California Infrastructure & Econ Dev Bnk (University of California Brd of Regents) Rev Bnds (University of California Board of 
Regents) (Sandford Cons 


Long Term Rating AA/Stable Affirmed 


California Infrastructure & Econ Dev Bnk (University of California Board of Regents) (UCSF Neurosciences Building 
19A) 


Long Term Rating AA/Stable Affirmed 


California Statewide Communities Dev Auth, California 
University of California Brd of Regents, California 
California Statewide Communities Dev Auth (University of California Brd of Regents) RZEDBs 
Long Term Rating AA/Stable Affirmed 


Many issues are enhanced by bond insurance. 
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W Rate this Research 
Summary 


University of California's (UC, Aa2 stable) superior credit profile reflects its excellent strategic 

positioning as a globally-recognized comprehensive academic, medical and research 

institution. UC plays a significant role within the State of California (Aa3 positive) as an 

essential provider of educational and health services, as well as an important catalyst for 

ee +1.212.553.4628 —— aconomic growth and innovation, leading to heightened state support in recent years. 

ictfrey kautmanneemoodyscom Financial reserves are strong and growing, and operating performance has improved, in part 
due to enhanced performance on a consolidated basis at the medical centers. A strong fiscal 
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with significant ongoing capital needs driving potentially substantial near- and longer-term 
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Credit strengths 
» Very large scope and diversity of operations with over $34 billion of annual revenues; growing 7.6% annually since 2014 


» Substantial institutional wealth of nearly $35 billion, with significant and growing fund raising capacity averaging $1.5 billion 
annually 


» Exceptional student demand and latent tuition pricing power given strong global brand 


» Premier medical centers providing essential services to over 1.2 million unique patients statewide in 2018; improved operating 
results accreting to UC's overall consolidated financial performance 


» Sophisticated treasury management with well-structured internal procedures to maintain favorable liquidity levels sufficient to 
cover operating and debt demands 


Credit challenges 


» Significant long-term liabilities, including pension obligations that total $48 billion on a Moody's-adjusted basis, and substantial 
funding requirements associated with a $36 billion six-year capital plan. 


» Management complexity associated with multiple disparate business lines, constituents, and distributed campuses 


» Potentially overlapping budgetary vulnerabilities expose the university to shifting legislative and funding priorities on the state and 
federal level 


» Political constraints to adjust pricing and enrollment strategies to align with changing fiscal conditions given state mandates to 
expand student access and maintain affordability 


Rating outlook 

The stable outlook incorporates Moody's expectations that wealth and liquidity growth will sufficiently accommodate planned 
borrowing needs associated with the university's substantial capital investment plan. Additionally, we expect the university to maintain 
favorable operating trends that increases its capacity to achieve pension funding targets by 2022 without material dilution of liquidity 
or debt affordability. 


Factors that could lead to an upgrade 
» Sustained revenue growth across the major functional components sufficient to consistently generate positive operating margins 


» Development and implementation of financing strategies that adequately funds the substantial capital plan and allows UC’s 
elevated leverage profile to moderate. 


» Further progress in addressing the university's long-term pension and other post-retirement liabilities, ultimately enhancing balance 
sheet and operating flexibility 


Factors that could lead to a downgrade 


» A prolonged economic downturn resulting in a material decline in direct government support, along with an inability to implement 
corrective action to maintain operating balance 


» Extended period of market weakness leading to sizable investment underperformance that materially impacts operating revenues 
and pension funding requirements 


» Capital borrowing that significantly outpaces financial resource growth and weakens the overall debt profile 


This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on 
www.moodys.com for the most updated credit rating action information and rating history. 
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Key indicators 


Exhibit 2 
UNIVERSITY OF CALIFORNIA, CA 


2018 


2014 2015 2016 2017 2018 Pyar ett hr eee 

ete - Universities 

Total FTE Enrollment 234,400 239,300 249,600 258,000 264,500 264,500 30,085 
Operating Revenue ($000) 25,369,919 27,580,313 29,998,387 32,281,034 34,508,182 34,508,182 1,136,474 
Annual Change in Operating Revenue (%) 6.0 8.7 8.8 7.6 6.9 6.9 3.3 
Total Cash & Investments ($000) 28,568,134 29,804,873 29,269,172 32,144,240 34,941,059 34,941,059 1,296,900 
Total Debt ($000) 17,431,733 18,473,479 19,349,473 19,482,411 22,237,945 23,079,337 663,840 
Spendable Cash & Investments to Total Debt (x) 1.4 1.4 1.3 1.4 1.3 1.3 1.4 
Spendable Cash & Investments to Operating Expenses (x) 1.0 0.9 0.8 0.8 0.9 0.9 0.7 
Monthly Days Cash on Hand (x) 171 177 150 158 154 154 168 
Operating Cash Flow Margin (%) 9.3 8.7 9.5 11.4 10.4 10.4 11.4 
Total Debt to Cash Flow (x) 7.4 7.7 6.8 5.3 6.2 6.4 4.7 
Annual Debt Service Coverage (x) 23 2.4 2.3 3.1 3.1 3.1 2.9 


Source: Moody's Investors Service 


Profile 

The University of California, chartered in 1868, is a public university system with 10 campuses, six medical schools and five academic 
medical centers. UC is the largest US public university system in terms of revenue and enrollment, with over $34 billion of operating 
revenues in fiscal 2018, and full-time equivalent enrollment (FTE) of over 265,000 for fall 2018. UC has a significant and highly 
regarded research component with over $4.7 billion of direct expenditures in fiscal 2018. Federal and private funding accounts for 
three-quarters of revenues supporting these research expenditures, inclusive of UC's operation of the Lawrence Berkeley National 
Laboratory for the Department of Energy as well as their joint operation of two other national labs for DOE. 


Detailed credit considerations 


Market profile: globally-recognized academic, medical and research profile drives exceptional scale and scope of operations 
The University of California's excellent strategic positioning is an essential component underpinning its very strong credit profile. The 
scale of its student base, component operations and revenue mix distinguishes the university within the higher education sector. 
Strong student demand, with matriculation rates well above direct peers at 43%, is indicative of UC's international reputation as a 
leading academic and research institution. Additionally, the university serves as a critical provider of medical education and patient care 
within the state, as well as a major contributor of economic growth and innovation. However, the evolving healthcare landscape and 
sustained pressure on federal research funding are potential vulnerabilities. 


UC's student demand will remain exceptional as one of the nation's largest higher education providers. The university's mandate 

to increase in-state undergraduate enrollment by 10,000 FTE's has been accomplished with funding assistance from the state. The 
broadening of access for historically underserved populations, improving retention and time-to-graduation rates, and supporting 
greater pathways from community colleges to UC campuses, present a number of financial and capacity challenges. These demands 
are being met through campus-centered housing facility initiatives as well as system-wide development as is seen with the $1.3 billion 
construction program at the UC Merced campus. 


The university's extensive and prominent research programs will continue to generate substantial grants and contracts funding despite 
intense competition for federal dollars. UC had $4.7 billion of research expenditures in fiscal 2018, up 4% from the prior year. Research 
expenditures supported by federal funding account for approximately 45% of this activity, with a large portion of the balance derived 
from the increasing corporate and non-profit sectors. As such, UC is relatively well positioned to manage a changing federal funding 
environment given the diversity of its activities and the growing private component. Additionally, UC has long-term contracts with 

the Department of Energy (DOE) for management of three research labs - the Lawrence Berkeley National Laboratory (LBNL), the 
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Lawrence Livermore National Laboratory (LLNL), and the Los Alamos National Laboratory (LANL); DOE's recently awarded contract for 
LANL was provided to a consortium that includes the university. 


UC's five medical centers are important contributors to its research profile as well, with UC Health an essential service provider within 
the state. Patient care is an integral part of the university's budget structure at 35% of operating revenues. Annual net patient service 
revenues have grown 42% over the last five years and now total $11.7 billion. As of fiscal year-end 2018 the hospitals had a total of 
3,910 licensed beds and 5.2 million outpatient visits. 


Operating performance: 

UC's financial performance has improved as positive growth trends in each of the major revenue components, leading to somewhat 
higher operating cash flow margins averaging 11% over the last two years. This is most notable with net tuition revenue growth 

of 8.8% in fiscal 2018, which is double median levels of direct peers. Further bolstering this performance is the sizable growth in 
endowment spending and gift support, contributing a Moody's-adjusted $2.5 billion to the revenue base. These results have similarly 
improved debt service coverage with the three-year average rising to 2.9x though still lagging institutional peers. The university 
nonetheless operates in a constrained academic revenue environment with caps on fuller-paying non-resident students, politically 
sensitive in-state tuition pricing, and an improved yet still potentially variable state funding environment. Favorably, UC has more than 
sufficient resident undergraduate, graduate and professional degree demand to continue to grow enrollment for the foreseeable future. 


Reliance on state funding is low at 10% of revenues and is expected to remain on a generally predictable funding path in the near-term. 
Continued efforts by the state to fund its higher education priorities is reflected in the 3% base budget adjustment provided by the 

state in fiscal 2019. The new governor has proposed increases of nearly $400 million in the 2019-20 budget message to further support 
of these efforts. 


Financial performance at the medical centers has improved as operating margins increased to 4.9% from sub-2% levels the prior 
two years. These results were driven by revenue growth that outpaced a relatively constrained 4% increase in expenditures, and also 
included the full-year operations at UC San Diego's new Jacobs Medical Center. As a result, liquidity (119 days cash on hand) and 
enterprise debt service coverage (6.7x) are at or near their highest points since 2014. 


Wealth and liquidity: 

UC's sizeable wealth is a key credit strength. Fiscal 2018 spendable cash and investments of nearly $30 billion covered operations by 
0.9x. The university has a large and sophisticated investment management group that carefully monitors liquidity and cash flow needs 
for the university, the medical centers and the pension plan. As of June 30, 2018, the endowment returned 8.9%, in line with many 
peers. 


UC's exceptional fundraising and improved operating results help to offset UC's above-average leverage as spendable cash and 
investments continue to cover debt by 1.3x to 1.4x. Nonetheless, expectations of sustained donor-support, coupled with at least 
stable operating cash flow margins, should provide sufficient capacity to accommodate near-term capital investment without material 
declines in current leverage metrics. UC's three-year average gifts per student of $5,744 exceeds even Aaa flagship university medians 
of $4,775. 


LIQUIDITY 

Liquidity is closely managed as the university provides its own liquidity (self-liquidity) for its demand debt, including $1.9 billion of 
daily and weekly mode variable rate and CP debt as of December 31, 2018. Daily liquidity, excluding the largest deposit in a money 
market fund, totaled over $4 billion after applying Moody's standard discounts. That, combined with $700 million of revolving credit 
agreements with two banks more than sufficiently covers daily resets of demand obligations. The university has another discounted 
$3.0 billion available, if needed, within one week. 


Leverage: substantial capital requirements and significant debt-like obligations require careful management and funding 
prioritization 

The university's substantial overall debt levels will rerman manageable given prudent capital planning and resource allocation, along 
with improved operations and reserve growth. Careful management of these priorities is critical to sustaining the positive credit 
momentum seen over the last few years. Pro-forma debt is expected to rise to $2311 billion with the anticipated Series 2019 BB- 

BD issuance, and represents a 32% increase since 2014. However, overall leverage metrics have remained relatively stable despite 
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significant borrowing associated with the university's Housing Initiative that is constructing over 19,000 new beds across the system by 
fall 2021. Fiscal 2018 total cash and investments of nearly $35 billion cover pro forma debt by 1.4x, while debt service consumed a low 
3.4% of operating expenses. 


The system has an extensive $36.6 billion of capital funding needs in the current term (fiscal 2019-24), focused on enrollment 
demands, program improvements and facility modernization/deferred maintenance. Approximately two-thirds of this plan has 
identified funding, including over $9 billion associated with seismic upgrades and facility replacements at certain medical centers. 
The funding sources assume external financing of $8.5 billion including state general funds, $4.9 billion from P3s and donor support, 
and $71 billion of reserves and campus funds. We expect leadership's continued evaluation of project essentiality will result in greater 
refinement and prioritization of funding needs. 


DEBT STRUCTURE 

UC's complex debt structure, including the use of various debt instruments, security structures, repayment modes and issuing entities, 
is managed with strong oversight and guided by prudent planning requirements. With this upcoming issuance, 10% of the university's 
total pro forma debt will be demand debt, down 25% from 2014 on an absolute basis. 


The majority of fixed rate bonds amortize annually, but several series have large puts or bullet maturities, including $1.36 billion in 
taxable century bonds with maturities in 2112 and 2115. Pro forma maximum annual debt service of $1.4 billion occurs in 2025, and 
represents 4% of fiscal 2018 operating revenue. The extensive housing construction is being accomplished through the use of the LPRB 
program as well as the privatized student housing structure that accounts for approximately $1.2 billion of recent debt. Availability 
payments of approximately $590 million for the design/build/operate P3 contract associated with the UC Merced 2020 campus 
project will be included in the fiscal 2019 debt statement. Absent a 2026 bullet maturity, aggregate debt service is relatively level 
through 2042 when it begins a more notable decline (see Exhibit 3). 


Exhibit 3 
Manageable annual debt service costs with steady principal amortization 


mum Annual Debt Service ($ millions) = Principal Outstanding ($ billions) (right) 
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Note: debt service as of 6/30/2018 
Source: University of California 


DEBT-RELATED DERIVATIVES 

The university has seven interest rate swaps totaling approximately $839 million in notional amount related to four series of bonds. 
They are all fixed payer swaps. Swaps associated with General Revenue Bonds 2013 Series AL, totaling $600 million in notional 
amount, terminates on October 1, 2023. Swaps associated with Medical Center Pooled Revenue Bonds 2007 Series B, 2007 Series C-2 
and 2013 Series K, totaling approximately $244 million in notional amount, have termination dates ranging from 2032 to 2047. As of 
June 30, 2018, the swaps were an improving $55 million liability to the university. 


PENSIONS AND OPEB 

The university's combined unfunded pension and retirement health (OPEB) liabilities represent significant debt-like obligations and 
are a key credit challenge for the university. UC is making positive strides toward improved funding levels through higher employee 
and employer contributions, state and internal supplemental contributions, and introduction of new tiers. As of June 30, 2018, 
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Moody's three-year Adjusted Net Pension Liability (ANPL) $4811 billion has grown over 30% since fiscal 2015, due largely to fiscal 2016 
investment losses that have been smoothed-in to these calculations. 


Higher employer contributions and state funding contributions have put the university on track to reach its goal of 90% funding on 
an actuarially-determined basis by 2022 (currently 87%). On a Moody's-adjusted basis, the funded ratio is notably lower at 60.4%. 
Supplemental contributions from the university's Short Term investment Pool (STIP) to the pension fund has aided in stabilizing the 
growth in the unfunded liability. A portion of the planned March 2019 issuance will be allocated to partially repay current year STIP 
loans. 


UC's retiree health benefit expense and obligations (OPEB) are substantial and growing. The university funds OPEB on a pay-as-you- 
go basis, and as of July 1, 2018 carried a substantial total net retiree health benefit liability of approximately $19 billion. The annual 
funding requirements are expected to grow substantially through the medium term as the number of retirees gaining access to OPEB 
benefits rises. 


Management and governance: strong fiscal policies and oversight support the successful management of ongoing 
challenges 

The university's financial management team is strong, with structured processes for oversight of the university campuses and medical 
centers. Centralization of functions is a driver for streamlining the cost structure, providing operating efficiencies and creating financial 
stability. 


Financial and debt management is guided by codified policies that ensure detailed analysis and strong control of spending 
commitments, and aided by improved transparency and coordination among the university's component units. For capital planning, 
this includes a centralized project approval process, evaluation of financing vehicles, individual campus affordability models and key 
debt metric thresholds. The university is undertaking a comprehensive review of facility deficiencies across the institution to assist in its 
capital remediation planning. 


The university's partnership with the state has strengthened in recent years, with expectations of continued close coordination with the 
new governor on issues of state funding, access and affordability. The California State Auditor's report from April 2017 continues to be 
addressed by UC's Office of the President, with auditor recommendations being implemented and internally monitored on an on-going 
basis. Sufficient progress was made to allow release of 2018 conditional state appropriations late last fiscal year. 
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University of California 


Revenue Bonds 
New Issue Report 


Ratings 
New Issues 
$119,335,000 General Revenue 
Bonds, 2019 Series BB AA 
$34,960,000 General Revenue 
Bonds, 2019 Series BC (Taxable) AA 
$500,000,000 General 
Revenue Bonds, 2019 Series BD 
(Taxable) AA 


Outstanding Debt 
$11,192,530,000 General 


Revenue Bonds AA 
$5,019,785,000 Limited Project 
Revenue Bonds AA-— 


$2,746,220,000 Medical Center 
Pooled Revenue Bonds 
(MCPRBs) AA- 
$781,804,000 Commercial Paper  F1+ 
$750,000,000 General Revenue 
Bonds (Variable-Rate Demand 
Bonds) 
$48,700,000 California Statewide 
Communities Development 
Authority, Recovery Zone 
Economic Development Bonds 
(UC Merced Student Housing 
Phase 4), 2010 Series A AA 


Rating Outlook 
Stable 


Related Research 
Fitch Rates Univ of California's Series 


2019 GRBs ‘AA’; Outlook Stable 
(February 2019) 


Analysts 

Emily Wadhwani 

+1 312 368-3347 
emily.wadhwani@fitchratings.com 


Tipper Austin 
+1 212 908-9199 
tipper.austin@fitchratings.com 


www.fitchratings.com 


New Issue Details 


Sale Information: $119,335,000 General Revenue Bonds (GRBs), 2019 Series BB, 
$34,960,000 GRBs, 2019 Series C (Taxable), and $500,000,000 General Revenue Bonds 
(GRBs), 2019 Series BD (Taxable), via negotiation the week of March 11, 2019. 


Security: The GRBs are secured by a broad pledge of the University of California’s (UC) 
unencumbered revenues, namely gross tuition and fees, indirect cost recovery revenues, 
auxiliary receipts and a portion of state general fund appropriations. The LPRBs are secured by 
a lien on the gross revenues of LPRB-financed projects, subordinate to debt service on 
the GRBs. 


Purpose: The series 2019 bond proceeds will be used to refund $287 million in GRB 2013 
series AH bonds, finance capital projects, provide $213 million for general corporate purposes, 
reimburse UC for approximately $56 million in issued commercial paper, fund $4.4 million in 
capitalized interest and pay costs of issuance. 


Final Maturity: 2049. 
Key Rating Drivers 


Robust Demand: UC continues to demonstrate consistently strong student demand and 
growing patient volumes. Enrollment at UC has grown consistently near 3% annually since fall 
2013, while selectivity and matriculation have remained steady. Demand is anchored by 
favorable demographic characteristics in California, as well as UC’s strong reputation and wide 
geographic reach. 


Stable Operating Performance: Operating margins improved to better than break-even on a 
full accrual basis in fiscal 2018, a continuation of improvements in fiscal 2017. Results are 
generally expected to remain stable, driven by solid medical center results, ongoing expense 
controls and steady state support. 


Improved Funding Environment: Recent state funding increases add stability to UC’s 
operating budget, as state support accounts for nearly 10% of operations. Fiscal 2019 
appropriations will increase again to $3.7 billion in support of affordability and deferred 
maintenance efforts, among other key items. 


Solid Financial Cushion: Substantial balance sheet resources, a diverse revenue base and a 
manageable pro forma debt burden help to offset operating deficits, significant pension and 
retiree health benefit costs and ongoing capital needs. 


Separately Secured Bonds: The ‘AA-’ ratings on the LPRBs and MCPRBs reflect the 
narrower revenue pledge on certain project-related and medical center revenues securing 
these bonds. 


Sufficient Liquid Resources: The 'F1+' rating reflects UC's long-term credit quality, together 
with its ability to cover the maximum potential liquidity demands presented by its variable rate 
debt program by at least 1.25x from internal resources. Such resources include cash, highly 
liquid and highly rated investments and dedicated liquidity facilities. 


March 6, 2019 


Fitch Ratings 


Rating History — GRBs Rating Sensitivities 


Outlook/ F ‘ f i ert . 
Rating Action Watch Date Systemwide Capital Needs: Post-issuance, the University of California has remaining capital 
aA atlimed Stable — and debt needs through 2021 that are material. Significant growth in debt without 
Irme able é + 
NA Tiinod Stable 9/6/17 | Commensurate resource growth would likely pressure the rating. 
AA Affirmed Stable 4/13/17 : . : 
AA Affirmed Stable 6/14/16 Revenue Pressures: Increasing state operating support currently helps to offset a policy that 
MA Affimed cone ae limited nonresident enrollment at each campus beginning in the fall of 2018. An unexpected 
irme ‘able 7 7 ioek : Fi j ves > 
AA Affirmed Stable 2/24/15 reduction in state support could pressure UC’s financial performance if UC’s ability to raise 
AA Downgraded Stable 2/5/14 additional demand-based net tuition revenue remains limited. Additionally, research funding 
AA+ Affirmed Stable 9/11/13 : . ; : ' 
Nie Mita Stable 2/1413 and healthcare reimbursement are under increasing pressure, which could lead to negative 
AA+ __ Affirmed Stable 2/15/12 rating pressure should any changes dramatically affect operating results. 
AA+ Affirmed Stable 8/11/11 
AA+ _ Affirmed Stable 7/8/11 Operating Profile 
AA+ Affirmed Stable 11/19/10 
AA+ Assigned Stable 5/26/10 


Chartered in 1868, UC is a comprehensive research university with 10 campuses located in 
Berkeley, Davis, Irvine, Los Angeles, Merced, Riverside, San Diego, Santa Barbara and Santa 
Rating History — LPRBs Cruz and a graduate campus in San Francisco for health sciences. UC has six medical schools 


Outlook/ and other health science disciplines and a statewide agricultural and natural resources division. 
Rating Action Watch Date ‘ ‘ bade ca ‘ceil har health ' jeninli UC Health fi 
‘AA. Affirmed Stable 2/28/19 In conjunction with its medical and other health sciences disciplines, ealth operates five 
AA- Affirmed Stable 5/11/18 medical centers (and UCSF Benioff Children’s Hospital Oakland, which is affiliated with the 
AA- Affirmed Stable 9/6/17 ' : sans ; : = 
AR Atimea Stable 6/14/16 University of California San Francisco Medical Center). In addition, UC operates and manages 
AA- Affirmed Stable 2/24/15 a national laboratory under direct contract and is a member of joint ventures operating and 
AA- Downgraded _ Stable 2/5/14 . . ‘ 
AA Teaaen SET Sanaa managing two other national laboratories for the Department of Energy. 
AA Affirmed Stable 2/14/13 


UC Health’s $12 billion enterprise is made up of five academic medical centers and associated 


Rating History __ entities, which make up the fourth largest health delivery system in California, including more 


; ; . j ; 
MCPRBs than 3,900 licensed beds, and contribute nearly 34% of UC’s total operating revenue. 

Outlook/ 2 P 
Rating Action Watch Date Reputation Drives Demand 
AA- Affirmed Stable 2/28/19 
AA- Affirmed Stable 5/11/18 UC continues to benefit from an exceptional reputation that drives strong student demand and 
AA- Affirmed Stable 9/6/17 : Ae : . wae , 
AA- _ Aifirmed Stable 6/14/16 selective admissions. Fall 2018 total headcount enrollment increased by 3%, mirroring prior- 
AA- __ Affirmed Stable 2/24/15: year trends. Favorably, application growth has occurred at all of the system’s institutions, and 
os pie are sans modest tuition increases have not affected demand over time. International student demand 
AA Affirmed Stable 7/23/13 also remained remarkably solid through fall 2018 (counter to national trends), representing 


about 14% of total enrollment across the system, which is level with the prior year. 


Short-Term Rating 
Starting in fall 2018, a policy enacted in May 2017 that effectively limits nonresident 


Outlook/ 
Rating Action Watch Date undergraduate enrollment growth took effect. Approximately 18% of fall 2018 undergraduates 
Fi+ Affirmed Stable 2/28/19 P : ° ° 
Fi+ Affirmed Sable BAA/18 were nonresidents, ranging across ing campuses from less than 1% to over 20%. Enrollment 
Fi+ Affirmed Stable 9/6/17 and associated revenue pressure that is not absorbed through other budgetary measures could 
Fi+ Affirmed Stable 2/1/17 + A . : ‘ 
n the rating if persistent and material. 
TATE aGHS aTee place negative pressure on the rating if persistent and materia 
Fi+ Affirmed Stable 2/24/15 
Fi+ Affirmed Stable 1/30/15 
Fi+ Affirmed Stable 7/23/13 


Related Criteria 


Rating Criteria | for  Public-Sector, 
Revenue-Supported Debt (February 
2018) 


U.S. Public Finance College and 
University Rating Criteria (April 2017) 


U.S. Public Finance Short-Term Debt 
Rating Criteria (November 2017) 
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Demand Summary 


(Fall Semester of Fiscal Years Ended June 30) 2015 2016 2017 2018 2019 
Headcount 

Total Undergraduate Enrollment 195,078 199,127 210,369 216,904 222,700 
Total Graduate 57,185 58,311 59,743 62,092 48,900 
Total Headcount Enrollment 252,263 257,438 270,112 278,996 271,600 
Total Undergraduate/ 

Total Headcount Enrollment (%) 77.3 77.4 77.9 77.7 82.0 
Total FTE Enrollment 249,787 253,489 263,957 273,179 280,380 
Admissions 

Freshman Applications 148,772 158,306 166,562 171,858 182,129 
Freshman Admissions 89,185 91,379 105,077 104,822 107,439 
Acceptance Rate (%) 60.0 Bed 63.1 61.0 59.0 
Freshman Matriculants 41,568 41,556 47,479 46,006 46,677 
Matriculation Rate (%) 46.6 45.5 45.2 43.9 43.5 
Transfer Applications 34,900 35,900 40,006 38,473 41,349 
Transfer Admissions 22,490 22,552 26,017 26,670 28,533 
Acceptance Rate (%) 64.4 62.8 65.0 69.3 69.0 
Transfer Matriculants 17,021 16,889 19,482 20,012 21,015 
Matriculation Rate (%) 75.7 74.9 74.9 75.0 73.7 
In-State Undergraduate Student (%) 86.6 84.6 83.6 82.9 82.1 
Out-of-State Undergraduate Student (%) 13.4 15.4 16.4 17.1 17.9 


Source: Fitch Ratings, University of California. 


Stable Margins; Sufficient Cushion 


UC’s annual debt burden remains manageable, with debt service equal to 3.6% of 2018 
operating revenues and 4.1% against pro forma MADS. There are material additional debt 
plans possible over the next several years, with about $2.4 billion approved to be debt-financed, 
of which approximately $660 million is expected to be repaid through state appropriations. 


Coverage of maximum annual debt service (approximately $1.47 billion) remained sufficient at 
2.2x in fiscal 2018. Fitch Ratings adjusts net income available for debt service to exclude 
noncash items, including certain pension and health expenses, net of cash contributions. 


As of Sept. 30, 2018, the market value of UC’s short-term investment pool (STIP) holdings, 
primarily CP, highly rated corporate fixed-income instruments and government securities, 
totaled $13 billion. Of this amount, approximately $6.6 billion (after conservative discounts 
based on asset type and maturity, per Fitch’s short-term rating criteria) provides in excess of 
the 1.25x coverage Fitch expects for an ‘F1+’ rating. UC has an additional $700 million 
available from two revolving lines of credit, providing additional short-term liquidity support. To 
manage potential calls on its liquidity, UC limits the amount of CP maturing daily to $200 million. 


E itch Ratings 


Financial Ratios 


Audited Fiscal Years Ended June 30 2015 2016 2017 2018 
Revenue Diversity (% Adjusted Total Unrestricted Operating Revenues) 

Tuition 13.2 13.3 13.5 13.6 
Student Fees (Tuition and Auxiliary Revenues) 18.1 17.8 18.2 18.4 
Federal Grants and Contracts 12.4 11.6 10.9 10.5 
State/Local Grants and Contracts 2.5 2.4 2.3 25 
Other Grants and Contracts 4.4 4A 43 43 
Total Grants and Contracts 19.3 18.2 17.5 17.3 
State Appropriations 9.8 9.8 9.9 9.5 
Healthcare Operations 31.3 32.8 33.8 33.9 
Gifts and Contributions eh} 8s) S15} Chi 
Total Investment Return 1.1 1.0 0.9 2 


Expense Ratios (% Total Unrestricted Operating Expenses) 


Instruction 20.5 20.3 20.4 19.7 
Research 14.4 13.7 13.4 13.5 
Healthcare Operations 28.1 20m 30.5 30.5 
Operation and Maintenance of Plant 2.0 2.0 2.0 1.9 
Depreciation 5.5 5.4 5.6 5.8 
Interest 22 eal 2.1 2.1 


Financial Aid Ratios 


Tuition Discounting (%) en 24.8 23.1 23.5 
Net Tuition and Fees ($000?) 3,784,046 4,132,352 4,477,213 4,838,764 
Change in Net Tuition and Fees (%) 5.5 9.2 8.4 8.1 


Operating Performance Ratios (%) 


Operating Margin (5.5) (7.9) (2.9) 1.0 
Balance Sheet Ratios (%) 

Available Funds/Total Operating Expense 67.8 62.0 yale) 78.4 
Available Funds/Total Long-Term Debt 103.1 99.1 113.3 110.4 
Available Funds/MADS (x) 12.2 12.4 16.9 18.7 
Unfunded Capital Commitments/Available Funds 2.0 3.3 44 11.3 


Leverage (Adjusted Total Unrestricted Operating Revenues Basis) 


Current Debt Service Coverage (x) 0.59 1:25 2.05 05 
Current Debt Burden (%) 4.24 4.28 3.75 3.58 
Pro Forma MADS Coverage (x) 0.42 0.99 2.01 2.20 
Pro Forma MADS Burden (%) 5.86 5.39 4.38 4.14 
Pro Forma AADS Coverage (x) 0.58 135 2.46 ene 
Pro Forma AADS Burden (%) 4.30 3.96 3.58 3.35 
Hedged Variable Rate Bonds as % of Total Bonds 9.0 8.5 5.4 47 


Note: Fitch may have reclassified certain financial statement items for analytical purposes. 
Source: Fitch Ratings, University of California. 
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Financial Summary 


($000, Audited Fiscal Years Ended June 30) 2015 2016 2017 2018 
Unrestricted Operating Revenues 

Gross Tuition and Fees 5,220,138 5,498,105 5,821,625 6,325,678 
Less: Student Aid 1,436,092 1,365,753 1,344,412 1,486,914 
Net Tuition and Fees 3,784,046 4,132,352 4,477,213 4,838,764 
Sales and Services of Auxiliary Enterprises 1,394,067 1,429,985 1,579,152 1,684,759 
Federal Grants and Contracts 3,552,642 3,620,793 3,640,176 3,724,139 
State/Local Grants and Contracts 713,029 758,450 774,002 904,626 
Other Grants and Contracts 1,263,910 1,284,753 1,421,752 1,523,778 
State Appropriations 2,813,895 3,048,384 3,277,808 3,386,119 
Healthcare Operations 8,972,683 10,235,900 11,241,269 12,064,598 
Gifts and Contributions 957,131 1,091,519 1,161,658 1,315,092 
Dividend and Interest Income 309,352 311,275 298,884 413,317 
All Other Operating Revenues 4,923,101 5,271,960 5,418,582 5,703,964 
Total Operating Revenue 28,683,856 31,185,371 33,290,496 35,559,156 
Adjusted Total Operating Revenue 28,683,856 31,185,371 33,290,496 35,559,156 


Unrestricted Operating Expenses 


Instruction 6,200,694 6,814,684 6,966,479 6,939,892 
Academic Support 2,022,401 2,460,694 2,416,824 2,742,160 
Institutional Support 1,597,486 1,583,783 1,443,208 1,437,887 
Student Services 1,012,422 1,099,934 1,168,883 1,206,080 
Public Service 580,693 639,022 670,757 712,062 
Research 4,366,909 4,618,459 4,579,067 4,744,416 
Auxiliary Enterprises 1,187,777 1,265,535 1,300,590 1,324,309 
Student Aid 553,340 649,258 721,538 752,261 
Healthcare Operations 8,513,134 10,004,181 10,451,455 10,749,409 
Operation and Maintenance of Plant 590,602 656,635 677,034 657,883 
Depreciation 1,661,033 1,804,046 1,909,870 2,027,341 
Interest Expense 662,395 693,027 721,243 746,476 
All Other Operating Expenses 1,318,377 1,352,960 1,213,522 1,153,161 
Total Operating Expense 30,267,263 33,642,218 34,240,470 35,193,337 
Change in Net Assets from Operations (1,583,407) (2,456,847) (949,974) 365,819 
Adjusted Change in Net Assets from Operations (1,583,407) (2,456,847) (949,974) 365,819 


Unrestricted Non-Operating Revenues/(Expenses) 


Realized and Unrealized Gain /(Loss) on Investments 543,712 (473,308) 1,721,798 889,534 
Additions to Permanent Endowment 26,700 30,008 23,957 25,328 
Capital Appropriations 20,752 4,156 ive 32 
Capital Grants and Gifts 142,986 248,705 255,559 403,164 
Other Non-Operating Expenses (34,257) (54,476) (59,567) _ 
Other Non-Operating Revenues — — 68,261 128,568 
Total Non-Operating Revenue (Expense) 699,893 (244,915) 2,011,720 1,446,626 
Change in Net Assets (883,514) (2,701,762) 1,061,746 1,812,445 
Adjusted Change in Net Assets from Operations (1,583,407) (2,456,847) (949,974) 365,819 
Add Back: Depreciation, Amortization, and Other Noncash Items 1,634,307 3,430,568 3,157,886 2,133,084 
Add Back: Interest Expense 662,395 693,027 721,243 746,476 
Adjusted Net Income Available for Debt Service 713,295 1,666,748 2,929,155 3,245,379 
Current Debt Service 1,215,023 1,333,690 1,248,490 1,272,980 
Pro Forma Maximum Annual Debt Service (MADS) 1,680,352 1,680,352 1,457,829 1,473,505 
MADS Fiscal Year 2,028 2,028 2,025 2,025 
Pro Forma Average Annual Debt Service (AADS) 1,234,391 1,234,391 1,192,655 1,192,655 


Continued on next page. 


Note: Fitch may have reclassified certain financial statement items for analytical purposes. 
Source: Fitch Ratings, University of California. 
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Financial Summary (Continued) 


$000, Audited Fiscal Years Ended June 30) 2015 2016 2017 2018 
Balance Sheet — Assets 

Cash and Cash Equivalents 135,656 266,565 203,370 249,523 
Investments 22,289,147 22,208,767 25,558,191 28,533,704 
Total Cash and Investments 22,424,803 22,475,332 25,761,561 28,783,227 
Available Funds (AF) 20,515,390 20,866,081 24,606,311 27,600,774 
Property, Plant and Equipment, Net 28,374,629 29,688,815 30,669,753 32,325,107 


Balance Sheet — Liabilities and Net Assets 


Fixed Rate Bonds Payable 15,272,729 16,186,054 17,446,090 20,083,024 
Hedged Variable Rate Bonds Payable 1,504,435 1,501,205 997,865 994,400 
Total Bonds Payable 16,777,164 17,687,259 18,443,955 21,077,424 
Capitalized Leases 131,278 176,753 195,022 207,118 
Noncancellable Operating Leases 879,576 1,099,888 1,208,551 1,335,583 
Commercial Paper 1,084,922 1,037,857 812,673 781,804 
All Other Obligations 1,027,391 1,050,418 1,051,226 1,592,431 
Total Long-Term Debt 19,900,331 21,052,175 21,711,427 24,994,360 
Total Other Obligations 3,123,167 3,364,916 3,267,472 3,916,936 
Unfunded Capital Commitments 400,000 686,631 1,089,912 3,119,842 
Unrestricted Net Assets (8,984,387) (19,190,480) (19,296,792) (18,866,204) 
Invested In Capital 11,925,814 12,816,190 13,342,824 13,578,222 
Restricted Net Assets - Non-Expendable (Fitch-Adjusted) 1,909,413 1,609,251 1,155,250 1,182,453 
Restricted Net Assets - Expendable (Fitch-Adjusted) 6,350,690 6,084,997 7,153,194 8,272,450 
Total Net Assets 11,201,530 1,319,958 2,354,476 4,166,921 


Note: Fitch may have reclassified certain financial statement items for analytical purposes. 
Source: Fitch Ratings, University of California. 
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The ratings above were solicited and assigned or maintained at the request of the rated 


entity/Issuer or a related third party. Any exceptions follow below. 
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nature cannot be verified as facts. As a result, despite any verification of current facts, ratings and forecasts can be affected by 
future events or conditions that were not anticipated at the time a rating or forecast was issued or affirmed. 


The information in this report is provided “as is” without any representation or warranty of any kind, and Fitch does not represent 
or warrant that the report or any of its contents will meet any of the requirements of a recipient of the report. A Fitch rating is an 
opinion as to the creditworthiness of a security. This opinion and reports made by Fitch are based on established criteria and 
methodologies that Fitch is continuously evaluating and updating. Therefore, ratings and reports are the collective work product 
of Fitch and no individual, or group of individuals, is solely responsible for a rating or a report. The rating does not address the 
risk of loss due to risks other than credit risk, unless such risk is specifically mentioned. Fitch is not engaged in the offer or sale of 
any security. All Fitch reports have shared authorship. Individuals identified in a Fitch report were involved in, but are not solely 
responsible for, the opinions stated therein. The individuals are named for contact purposes only. A report providing a Fitch 
rating is neither a prospectus nor a substitute for the information assembled, verified and presented to investors by the issuer 
and its agents in connection with the sale of the securities. Ratings may be changed or withdrawn at any time for any reason in 
the sole discretion of Fitch. Fitch does not provide investment advice of any sort. Ratings are not a recommendation to buy, sell, 
or hold any security. Ratings do not comment on the adequacy of market price, the suitability of any security for a particular 
investor, or the tax-exempt nature or taxability of payments made in respect to any security. Fitch receives fees from issuers, 
insurers, guarantors, other obligors, and underwriters for rating securities. Such fees generally vary from US$1,000 to 
US$750,000 (or the applicable currency equivalent) per issue. In certain cases, Fitch will rate all or a number of issues issued by 
a particular issuer, or insured or guaranteed by a particular insurer or guarantor, for a single annual fee. Such fees are expected 
to vary from US$10,000 to US$1,500,000 (or the applicable currency equivalent). The assignment, publication, or dissemination 
of a rating by Fitch shall not constitute a consent by Fitch to use its name as an expert in connection with any registration 
statement filed under the United States securities laws, the Financial Services and Markets Act of 2000 of the United Kingdom, 
or the securities laws of any particular jurisdiction. Due to the relative efficiency of electronic publishing and distribution, Fitch 
research may be available to electronic subscribers up to three days earlier than to print subscribers. 

For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds an Australian financial services license 


(AFS license no. 337123) which authorizes it to provide credit ratings to wholesale clients only. Credit ratings information 
published by Fitch is not intended to be used by persons who are retail clients within the meaning of the Corporations Act 2001. 


Appendix E: Summary of External Finance Approvals 


The summary of External Finance Approvals describes the approval actions taken in calendar year 2019. A total 
of approximately $2.7 billion was approved by the Regents, the President, or by Delegated Authority in external 
financing for capital projects, real estate transactions, and other uses during calendar year 2019. The following 
table summarizes the debt and associated uses approved during this timeframe. 
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EXTERNAL FINANCE APPROVALS: JANUARY 1, 2019 THROUGH DECEMBER 31, 2019 


Project Name Approval Approval Use AB94 or Century Debt Approved Total Project Cost 
Date Type Bonds ($000s) ($000s) 
Berkeley 
The Goldman School of Public Policy and Housing Project (Real Estate) 5/2019 Regents $ 130,000 $ 140,000 
Berkeley Sub-total $ 130,000 $ 140,000 
Davis 
Hot Water Quad Loop and Hutchison Conversion 3/2019 CFO $ 55,200 $ 55,200 
Briggs Hall Roof and Electrical Renovations 6/2019 CFO $ 19,549 $ 23,149 
Chemistry Addition and First Floor Renovation 7/2019 Regents Century Bond $ 46,921 $ 46,921 
Large Lecture Hall (California Hall) 10/2019 CFO $ 950 $ 25,300 
CNPRC Central Plant & Energy Improvements 12/2019 CFO $ 13,520 $ 19,800 
Cruess Hall North Renovation 12/2019 CFO $ 2,700 $ 23,950 
Baseball Field Covered Batting Cages 3/2019 Chancellor $ 462 $ 754 
Davis Sub-total $ 139,302 $ 195,074 
Irvine 
Sue and Bill Gross Nursing and Health Sciences Hall 7/2019 Regents $ 41,500 $ 72,000 
Susan and Henry Samueli College of Health Sciences 7/2019 Regents $ 100,000 $ 113,000 
Verano 8 Graduate Student Housing 9/2019 Regents $ 215,583 $ 284,583 
Capital Renewal and Infrastructure Improvement Program Phase 4 5/2019 Delegated $ 11,217 $ 11,407 
Irvine Sub-total $ 368,300 $ 480,990 
Los Angeles 
LaKretz Botany Building Renovation 5/2019 CFO $ 36,620 $§ 38,420 
Office Building (Real Estate) 9/2019 Regents Century Bonds $ 78,500 §$ 78,500 
Rosenfeld Hall Expansion and Renovation 2/2019 CFO $ 19,400 $ 43,400 
Los Angeles Sub-total $ 134,520 $ 160,320 
Merced 
Merced Sub-total $ - S - 
Riverside 
Pierce Hall Improvements 1/2019 CFO Century Bonds & AB94 $ 38,560 $ 38,602 
Mobility Hub and Central Campus Linkages 1/2019 CFO $ 10,176 $ 16,011 
Plant Growth Environments Facility 5/2019 CFO Century Bond $ 25,000 $ 27,405 
Parking Structure 1 12/2019 CFO $ 30,148 $ 31,844 
North District Phase 1 Student Apartment Community Project (Real Estate) 5/2019 Regents $ 220,000 $ 220,000 
Student Success Center 10/2019 Chancellor AB94 $ 574 $ 1,440 
Riverside Sub-total $ 324,458 $ 335,302 
San Diego 
Franklin Antonio Hall 1/2019 Regents $ 180,000 $ 185,000 
Design and Innovation Building 1/2019 CFO $ 52,000 §$ 67,000 
San Diego Sub-total $ 232,000 $ 252,000 
San Francisco 
Minnesota Street Graduate and Trainee Housing 1/2019 CFO $ 8,608 $ 235,100 
2 North Point Seismic and Tenant Improvements 7/2019 Regents $ 33,514 §$ 35,144 
Research and Academic Building at ZSFG 11/2019 Regents $ 199,615 $ 275,115 
Roadway and Site Improvements at ZSFG 11/2019 Regents $ 11,816 $ 11,816 
2130 Post Street Faculty Housing 5/2019 CFO $ 18,490 $ 18,490 
San Francisco Sub-total $ 272,043 $ 575,665 
Santa Barbara 
Classroom Building 5/2019 Regents AB94 $ 79,787 $ 97,133 
Santa Barbara Sub-total $ 79,787 $ 97,133 
Santa Cruz 
Kresge College Non-Academic 3/2019 Regents Century Bond $ 168,303 $ 205,650 
Kresge College Academic 3/2019 Regents AB94 $ 50,000 $ 53,000 
Hagar Development (Real Estate) 3/2019 Regents $ 82,000 $ 86,000 
Phase 1 Heller Development (Real Estate) 3/2019 Regents $ 401,000 $ 401,000 
Phase 2 Heller Development (Real Estate) 3/2019 Regents $ 227,000 $ 227,000 
Santa Cruz Sub-total $ 928,303 $ 972,650 
Systemwide 
2018-19 Systemwide State Deferred Maintenance Program 6/2019 CFO AB94 $ 35,000 $ 35,000 
Systemwide Sub-total $ 35,000 $ 35,000 
Office of the President 
1100 Broadway Office Building Tenant Improvements 10/2019 CFO $ 20,000 §$ 20,000 
1115 11th Street Renovation (Real Estate) 8/2019 President AB94 $ 11,400 $ 23,226 
UCOP Sub-total $ 31,400 $ 43,226 


Total: CY 2019 $ 2,675,113 $ 3,287,360 


Footnote on Debt 


1 The calculation assumes the following: 


Debt service and statistics are net of Federal subsidies associated with Build America Bonds, Clean 
Renewable Energy Bonds, and Recovery Zone Economic Development Bonds. 

Excludes FTS and Third Party debt. 

GRB Series BD (taxable) and Series AX (taxable) assume principal is amortized FY 2038 — 2042. Series 
BD interest is assumed at 3.349% until the 7/1/2029 maturity date, and at 3.00% thereafter. Series AX 
interest is assumed at 3.063% until the 7/1/2025 maturity date, and at 3.00% thereafter. 

GRB Series AK assumes principal is amortized FY 2038 — 2044. The series is subject to a mandatory 
tender on 05/15/2023 and assumes interest at 5% after 5/15/2023. 

GRB Series AT assumes principal is amortized FY 2029 — 2036. The series is subject to a mandatory 
tender on 05/15/2021 and assumes interest at 5% after 5/15/2021. 

GRB Series AU (taxable) assumes principal is amortized FY 2022 — 2029. Series AU interest is assumed 
at 1.91% until the 5/15/2021 maturity date, and at 6% thereafter. 

GRB variable-rate Series Z (taxable) assumes principal is amortized FY 2038 — 2042, and interest is 
assumed at 3.00%. GRB variable-rate Series AL interest is assumed at current fixed payer swap rates 
until 2023, forward-starting swap rates from 2023 to 2039, and 2.75% thereafter. 

MCPRB variable-rate Series B-1 & B-2 and MCPRB Series C-2 assume interest at associated fixed payer 
swap rates. MCPRB Series K interest is assumed at the associated fixed payer swap rate on the hedged 
portion and at 2.75% on the unhedged portion. 
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